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EXECUTIVE SUMMARY

The Public Lighting Department (PLD) installs and maintains the street lighting system
for the City of Detroit, generates electrical power to over 890 public buildings and various
customers, and maintains the City’s traffic signal system.  PLD is a general fund agency
that employs 364 people.  For fiscal year 2000-2001, PLD has a budget of $68.6 million
in expenditures and $55.9 million in revenues.

In 1999, the City of Detroit implemented the Detroit Resource Management System
(DRMS) enterprise application and PLD discontinued using the Public Lighting
Accounting System (PLAS) for inventory purposes. During 2000, PLD began converting
the stores inventory to the EMPAC materials management system.  This conversion is
still in process.

PLD’s procurement function initiates purchase requisitions, generates and manages
imprest (purchases between $400 and $2,000) and emergency purchases, receives
goods, records receiving information, and operates warehouses located at the Grinnell
and Mistersky locations.  This Procurement Performance Audit identifies current PLD
purchasing practices and operations, and recommends process and control
improvements. Key recommendations identified are:

� Purchasing Approval Policies and Procedures – Obtain proper approvals prior to
incurring expenses.

� Inventory management – Perform a current inventory; maintain daily inventory
records; develop clearly defined inventory levels; and conduct periodic inventory
counts.

� Emergency/Imprest Cash Purchases – Regulate and anticipate inventory needs;
utilize the established budgetary and procurement processes for all purchases; and
limit emergency purchases to urgent situations.

� Separation of Duties – Separate duties relating to vendor selection, ordering,
receiving, and paying. 

� Policies and Procedures – Develop written procedures for PLD; and communicate
and distribute to appropriate staff.

Detailed findings and recommendations are outlined on Page 3.  Management and staff
of the PLD were very cooperative and willingly shared information.  We appreciated the
courtesy and assistance extended to us during our audit.
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AUDIT OBJECTIVES, SCOPE, AND METHODOLOGY

Audit Objectives and Scope

Our review assessed the overall effectiveness of PLD’s procurement and inventory
operations and the related system of control.  We evaluated the risks associated with
each process and identified areas where controls and processes could be improved.

Audit Methodology

Our audit was conducted in accordance with generally accepted government auditing
standards, as promulgated by the Comptroller General of the United States.  This
included interviews with employees of the Grinnell and Mistersky sites of PLD, as well as
the Purchasing and Accounts Payable Divisions to identify major purchasing processes
and procedures.  We developed flowcharts, narratives and risk matrices to assist in
identifying risks in the PLD procurement process.
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FINDINGS AND RECOMMENDATIONS

The recommendations below are designed to improve performance, enhance processes
and minimize associated risks.   

 I. Purchasing Approval Policies and Procedures

Finding
We noted several instances where invoices from a particular contractor were submitted
to reimburse the contractor for payments made to other vendors on behalf of PLD.
These arrangements appear to have been made to circumvent the City’s procurement
policies.  PLD management asked the contractor to pay these expenses, and they were
subsequently billed to the City on the contractor’s invoices.

Recommendation
We recommend PLD management adhere to prescribed City procurement policies.

Basis for Recommendation
Vendors should never be asked to pay City expenses at the behest of a City employee.
Such requests create a conflict of interest, and suggest an intent to purposely
circumvent standard purchasing approval policies and procedures.

 II. Inventory Records

Findings
1. At Mistersky, no inventory records are maintained, and receipts and distributions are

routinely performed without being documented.  Also, there is unlimited access to the
Mistersky storeroom.

2. The prior inventory system (PLAS) was discontinued in the Fall of 1999, and the
EMPAC system is in the process of being implemented.  For Grinnell, an inventory
listing was produced in November 2000.  The listing consists of an actual count
performed in April 2000 with receipts and distributions being used to update the
totals since then.

Recommendations
1. Mistersky management should implement a temporary system for managing

inventory if the EMPAC system will not be utilized in the near future.  Management
should require all Stores requisitions to be documented, and limit storeroom access
to Stores personnel.

2. Grinnell management should take a current count of inventory on hand, compare it to
the balance on the EMPAC system, and make the necessary adjusting entries.

3. Management at both sites should perform inventory counts at regular intervals to
ensure the EMPAC system remains accurate.  Management should emphasize to
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staff the importance of maintaining accurate inventory records as a key factor in the
successful performance of the Department.

Basis for Recommendations
Accurate inventory records assist in the control process by tracking item quantities,
thereby reducing the risk of stock outages and emergency purchases.  Adequate
inventories ensure that parts are on hand to service or replace broken equipment.

Limiting storeroom access provides greater control by allowing only authorized staff to
remove and distribute inventory items.  Limited access also ensures accountability and
improves the likelihood of proper documentation of receipts and distributions.   

Periodic inventory counts detect inaccuracies and shrinkage. 

 III. Inventory Levels

Finding
To lower the risk of theft and reduce the costs of unnecessary inventory, management
made a business decision to lower inventory levels on many items and eliminate the
inventory on certain readily available items.  We found reorder points had either not
been established or were outdated.

Recommendation
Management should establish prudent reorder points based on inventory usage, timing
and the availability of goods.  For items that are not carried as inventory, management
should ensure vendors can provide the necessary items on a timely basis.

Basis for Recommendation
Failure to properly plan and monitor inventory levels results in stock outages, high
volumes of emergency purchases, higher costs, and over reliance on vendors to fulfill
urgent stock requests. 

 IV. Emergency/Imprest Cash Purchases

Findings
1. Per Department personnel, there are many instances when invoices are received for

goods or services prior to issuing purchase orders.

2. The depletion of cable inventory has resulted in numerous emergency cable
purchases.

3. The expiration of contracts and purchase orders has contributed to an inordinate
number of emergency purchases.

During the period from August, 1999 to December, 2000, about 71% of the dollar
amount of contracts and purchase orders PLD referred to City Council were for
“emergencies, extensions and change orders.”  (See attached Schedule.)
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Recommendations
Management should:

1. Require purchase orders and only allow emergency purchases when an urgent need
exists.

2. Anticipate cable purchases for the coming year and budget accordingly since a
twenty-six week lead-time is required.   Rather than making emergency purchases,
seek budget increases in the event previously budgeted funds prove inadequate.

3. Implement a tickler system to monitor purchase orders and service contracts, to
anticipate the expiration date.

Basis for Recommendations
Standard business practices dictate purchases should begin with the issuance of a
purchase order, followed by delivery of goods/services, and then invoicing and payment.
If goods are routinely received before a purchase order has been issued, a greater risk
of impropriety exists, and funds may not be available to pay invoices when they are
presented.  

Expired purchase orders and service contracts can lead to emergency purchases.
Proactive monitoring can ensure purchase orders and contracts are available to support
purchases on an ongoing basis.  

 V. Separation of Duties

Findings
1. We observed the Purchasing Coordinator utilizing the Director’s computer password

and identification in the performance of her job duties.

2. We were informed the Purchasing Coordinator routinely requests Accounting staff to
input receiving information (goods received) to the DRMS system.

3. From time to time, vendor checks have been sent to PLD staff for delivery to
vendors.

Recommendations
1. The Purchasing Coordinator should attend DRMS training and be assigned a unique

password.  This password should provide the appropriate level of access consistent
with the Purchasing Coordinator’s duties.  

2. Accounting staff should discontinue entering receiving information.  Stores
employees from the Receiving Dock should input all receiving information after
verifying receipt of the goods.

3. Checks should be mailed directly to vendors or held at the Paymaster’s Office for
vendor pick-up (upon identification).
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Basis for Recommendations
The Director’s computer access level is inappropriate or excessive for the Purchasing
Coordinator to perform her functions.  Unique passwords provide accountability, limit
access to only authorized functions, and reduce the risk of impropriety.

When receipt information is entered into the system based upon someone’s verbal
instruction, there is a risk of paying for goods never received.  

Whenever vendor checks are not mailed directly to vendors, the risk of misappropriation
of funds is increased.  

 VI. Policies and Procedures

Finding
We observed a general lack of documented operating procedures.

Recommendation
Management should develop written procedures for key operations and communicate
them to all applicable staff.  The procedures should include, but not be limited to,
purchasing, receiving, stores and bill paying.

Basis for Recommendation
Without documented procedures, the risk is greater that operations will not be conducted
consistently and in accordance with management’s direction.  The quality of service to
Department customers may also be adversely affected.  
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